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Discussant's Response to
"Is the Second Standard of Fieldwork
Necessary"
Andrew D. Bailey, Jr.
The Ohio State University

Introduction
Mr. Bintinger's paper is very interesting reading. The historical perspective it brings to the topic is a useful one and one often forgotten by many of us
who have a tendency to treat extant practice as if it has always been and ever
will be. I found the evolution suggested by this scenario intriguing. We seem to
have come nearly full circle in Mr. Bintinger's mind, beginning with a limited
view of the control system where audits were very much balance sheet
oriented, progressing to a broad business and management orientation to client
service and now to a narrower focus which Mr. Bintinger believes
..
diminishes the significance of the audit process and its relevancy to not only
third parties, but also the client who has engaged us." Mr. Bintinger's position
is that
[w]hile the second standard of fieldwork gives guidance in the conduct
of the 'current' audit of thefinancial statements, it also is giving
guidance to management so that 'future' audits would be able to be
conducted. Thus the second standard of fieldwork is necessary to the
articulation of our profession's judgment of this significance, and it
should be reemphasized in our professional statements and engagements.

The Policy Approach and Precedence
The approach taken in Mr. Bintinger's paper can be characterized as
historical or constitutional/precedence oriented [Danos, et al. 1986]. By this I
mean that the argumentflows by the development of the historical role of the
framers of the "constitutional" elements of the auditing standards related to
the study and evaluation of internal controls. This is quite clear in the statement
of objectives put forth by the author:
This paper will examine the evolution of the second standard as
interpreted in the auditing statements, and consider whether the intent
of the original authors has been changed in the context of providing
more precise guidance. . . . [T]he discussion developed herein is
primariy based upon the officially issued documents of the profession
itself.
If my interpretation of Mr. Bintinger's basis of argument is correct, Mr.
Bintinger's attitude towards the newly promulgated Statement on Standards
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for Attestation Engagements [AICPA, 1986] is of interest. While noting the
continuity of the standard setters focus on internal controls as a fundamental
aspect of the audit, Mr. Bintinger introduces comments on the newly adopted
Attestation Standards indicating that "[w]hile not entirely comparable, it is
interesting to observe in the Attestation Standards recently issued by the
Auditing Standards Board and the Accounting and Review Services Committee
that thefieldwork standards have been reduced to two by absorbing the internal
control concept to an element of the evidence standard." Mr. Bintinger is quite
correct in noting the lack of total comparability. This point is made in the
standard itself where it is stated that:
The second standard of fieldwork in GAAS is not included in the
attestation standards for a number of reasons. That standard calls for 'a
proper study and evaluation of the existing internal control as a basis for
reliance thereon and for the determination of the resultant extent of the
tests to which auditing procedures are to be restricted.' The most
important reason for not including this standard is that the second
standard of fieldwork of the attestation standards encompasses the
study and evaluation of internal controls because, when performed, it is
an element of accumulating sufficient evidence. A second reason is that
the concept of internal control may not be relevant for certain
assertions (for example, aspects of information about computer software) on which a practitioner may be engaged to report [AICPA, 1986,
pp. 24-25].
The anomaly in Mr. Bintinger's observation is that he ignores its position in
his historical argument. The issuers view "[t]he attestation standards [as] a
natural extension of the ten generally accepted auditing standards," and
indicate clearly that "[t]he attestation standards do not supersede any of the
existing standards . . . " [AICPA, 1986, p. 3]. As a natural extension of the
historical and/or constitutional/precedence process the attestation standards
should have the same weight as prior legislative action or amendment
processes. In that sense they reflect the nature of the constituent desires or
beliefs either as to the framers' original intent or their likely "intent" under
the new environmental conditions. To oppose this line is to suggest that Mr.
Bintinger intended not to call upon the historical process to support his
conclusion, but to call for a strict constitutional interpretation of a past position
as he sees it. Recall his comment as to ". . . whether the intent of the original
authors has been changed . . . in the context of providing more precise
guidance." This will leave Mr. Bintinger in the awkward position of having to
decide upon which past period to focus on, those with which he agrees or those
with which he does not agree. This is always the danger of a call for strict
constitutional interpretations where interpretations vary over time as they
seem to in this case. If he wants to use historic precedent to support his opinion,
he must, or for the sake of consistency should, accept the continuing evolution of
that precedent.

The Normative Service Approach
While generally taking what appears to be a strict constitutionalist approach, including citations suggesting theframers' original intent " . . . [using]
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words such as outstanding, primary, duty, one of the most important" in
describing the second standard of fieldwork, Mr. Bintinger also offers a more
normative service oriented argument as well. He clearly sees the profession's
responsibility to the client as running beyond the audit to a support and service
activity. He also perceives that during the audit activity one of the primary
means of meeting this client service function is through a broader interpretation
of field standard two than he perceives as currently in place or likely to be in
place given the trends evidenced by the newly promulgated Attestation
Standards.
The difficulty with this position is not in asserting a broader role, but in usin
the audit as a means of implementing that role. As Mr. Bintinger points out,
public accountingfirms have specialized by creating large and diverse consulting practices including substantial practices in tax consultation. The profession
clearly desires a broader business role than represented by auditing. The
question is not in the breadth of the role, but in the means of implementation.
By proposing that the second standard of fieldwork be retained to enhance that
role, Mr. Bintinger proposes to use audits as a feed to the other specialized
areas of consulting. Unless he can propose a criteria by which it is necessary to
adhere tofield standard two in order to perform a viablefinancial audit or attest
engagement, his proposal stands as a feeder line to consulting. Mr. Bintinger
did not provide such a justification in the body of his paper although his
conclusion does suggest that future auditability is conditional on the implementation of the secondfield standard.

Auditor Incentives
The feeder orientation noted above is implicit but not developed by Mr.
Bintinger except in several references to auditor incentives such as those that
follow. Midway through the paper Mr. Bintinger notes that:
[t]he reasons for this [separation of consulting on internal control from
the auditing function] delineation may be subject to considerable
speculation. These may include the difficulty of complying with the
increasing requirements for financial statement disclosures and information; the difficulty of increasing litigation; or controlling fees. The
purpose of this paper is not to reflect on these causes, but they might
be the subject of additional research.
Again in the conclusion he notes that:
. . . these restrictions may have arisen from events such as the
evolution of specialization in the profession and the impact of litigation as
alluded to previously, it still appears that this narrowing diminishes the
significance of the audit process and its relevancy to not only third
parties, but also the client who has engaged us.
I quite agree with Mr. Bintinger that the various forces that led to the
current evolution of attitudes toward internal control study and evaluation may
be the topic of future research. It is unfortunate that he did not focus on these
issues to a greater extent in that it may be among these ideas that a normative
justification for field standard two could be developed. The economics of
auditing and risk sharing may provide grounds for the second standard.
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It seems that Mr. Bintinger's motives are the laudatory ones of service to
clients and third parties. However, a less charitable interpretation might be that
his motives are for the stature and profitability of the profession to which he
belongs, i.e., his special interest group. After all, his argument for retention of
thefield standard is that the
. . narrowing diminishes the significance of the
audit process and its relevancy . . . " and thus by extension the stature and
likely future profitability of the profession and professionals. The only way to
counter this motivation observation, one rampant in the Dingle Commission
Hearings, is to offer arguments that support the conceptual need for the study
and evaluation of internal controls beyond the level implied or suggested by the
elimination of field standard two. Mr. Bintinger has offered no such arguments
in the body of his paper, although as noted earlier, his conclusion alludes to the
conditional nature of future auditability and the implementation of the second
standard of fieldwork. He clearly believes that this service is desirable to
clients and third party users.
If the service is desirable, presumably clients will pay for it when it is
offered as a distinct activity. Also, presumably, if the public accounting
profession is uniquely capable of offering the service at a higher value added
than other consulting organizations, then public accountants will get the work
and the stature and profitability of the profession will be maintained and
enhanced. Whetherfield standard two is maintained as a separate standard or
merged into the evidencefield standard will have little or no impact if this is the
case.

A Quality Control Argument
I was surprised that Mr. Bintinger did not offer up the quality control
argument as an additional reason for maintaining field standard two. This
argument would require some development of the position that a study and
evaluation is essential to the audit. However, he could basically rely on existing
pronouncements on this matter as none of them, including the new Attestation
Standards, explicitly argue the contrary. Given that the need for some level of
study and evaluation is established, it can be argued that without the explicit
standard some auditors will be tempted to ignore the study and evaluation of
internal controls even to the minimum required level. On this basis, guidance of
an explicit nature is necessary to maintain a minimal quality level throughout
the profession. This basic regulatory argument has been used successfully in
many arenas, including the auditing arena.

A Normative Argument
This argument proceeds from the position that any audit must consider
internal accounting controls, not as a feed to other service oriented matters but
as a necessary condition for efficient and effective audits. I believe this to be
the case in any complex organization where the computer is an integral part of
the system and have elaborated on this point elsewhere [Bailey, et.al., 1984].
Mr. Bintinger does not develop this argument in the paper but does include it in
his conclusion. Perhaps he has also developed this point elsewhere.
However, the fact that internal controls need consideration does not mean
that the external auditor requires a specific field standard such as that under
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discussion. A collapsing of this standard into the general evidential standard will
in no way alter the need to consider internal controls. The consideration may be
tailored to the needs of the particular audit and could involve only a very limited
auditor effort in small companies or where an independent and effective internal
audit function exists and can be relied upon. Much more extensive special
consideration by the external auditor may be required under other circumstances. I do believe that, whatever the extent of consideration, the external
auditor's role should proceed no further than necessary for audit purposes
unless specifically contracted.

Conclusion
I believe that auditor involvement in the design of systems is essential to
system auditability. The design for auditability function can be done by external
consultants who might be a part of a public accounting firm, however, the
economics of the situation alone is likely to be sufficient to cause this activity to
become a part of the internal audit function in largerfirms. Further, the testing
of systems for compliance and reliability is necessary if these systems are to be
relied upon in establishing the nature, extent and timing of substantive audit
tests. Reliance on such systems becomes a more important part of the audit as
systems become larger and more complex, e.g., in large organizations with
highly integrated computer processing systems. Again, I believe that the
economics of auditing will cause much of the testing on such systems to be
done by internal auditors.
Despite the increasing role of the internal auditor, the external auditor's
role will also expand in these areas and in the use of computers to support audit
activity. External auditors will continue to develop design and testing criteria as
well as searching for effective means of reliance on the work of internal
auditors. I cannot foresee how this relationship will develop in such areas as
risk sharing and litigation, but I believe that these matters will receive
substantial attention in the near future.
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